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FIG. 3 
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Obtain Historical prices 
(actual or simulated) of item 
being hedged and hedging 
derivative 



20 



O 
UJ 

z 

o 

CO 



Calculate the historical 
changes in value of each over 
an appropriate interval, 
typically a quarter 



Calculate change in value of 
Hedqe Package by adding (by 
date) change in value of 
Hedged Item to change in 
value of Hedging Derivative 
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Calculate the Standard 
Deviation of 

1) changes in value of the 
Hedge Package and 

2) changes in value of the 
Hedged Item 
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VRM=1-Std Dev(Hedge Package)/Std Dev(Hedged Item) 



